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JI_L,L:oDEP,_;:-;A,,_iEi',.IT TESTIMONY OF JOE MAREADY _-'A-I__q-_T_,

THE SOUTH CAROLINA PUBLIC SERVICE COMMISSION l

DOCKET NO, 96-168-W/S

..... U_U RATE INCREASE

IN _RF= K_AWAH_ ISLAND UTILITY_ INR_.

WuuLu YOU PLEASE STATE YOUR NAME, Ar_r_B__e A_jFI ORCUPATTF'N_

A. My name is Joe Mareadv and I reside in Irmo_ South

Carolina. I am employed by the South Carolina Public

Service Commission as a Public Utilities Accountant. My

business address is !i! Doctors Circ!e, Columbia_ South

Carolina 29203.

Q. WOULD YOU PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND

YOUR EXPERIENCE?

A. I recelved a B. S. Degree in General Buslness from the

_.y of North Carc, lina a,. _F:aoel Hill add have

_ak-mr, river th 4 rtv mmmemtm_- hour-. 4r, Account4r-,,_ at the

University of South Carolina, i was employed with this

Commission on AuGust I? i77 -j Sinrp tha_ tlme__ ._ _,_, " __ " ' .. i have

testified in at least fifty-three (53) rate cases

involving electric_ gas_ te!eDhone_ water_ sewer_ radio

common carrier-s., general commooities, bL,-:,and household

goods companies.

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY INVOLVING KIAWAH
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t3.

A.

Q.

A=

ISLANE_ UTiLITY_ INC=?

The purpose of mv testimony is _ present Staff's

findings and recommendations resulting from our review of

the books and records of the Company. The results are

set forth in the Commission Staff Report which includes

attached exhibits.

IN CONNECTION WITH YOUR TESTIMONY, DID YOU PREPARE OR

CAUSE TO BE PREPARED CERTAIN EXHIBITS?

Yes_ the Accounting Staff has prepared Exhibits A throuoh

A-3 and they are included Jr, the report.

MR. CHAIRHAN_ I WOULD LIKE TO MOVE ACCOUNTING EXHIBITS A

THROUGH A-3 INTO THE RECORD AT THIS TIME MR_ MHRE_uT_

WOULD YOU NOW EXPLAIN EXHIBIT A?

W_-. Th- Comnanv's Ob-,erating margins for _-he t_s- year

• _" !9'95 are nresen_-md in Pkhibit Aended Denp,,r...:her _,,. _ , _ .

The boo_: h_]ance-, for" b,-,th water and sewer operati,-,ns

were verifimd t,n the romDa.ny's records di4r.iF_o the

examination by. the Accountino_ Staff, with +he_ ex__ptl_-,r_'m__..

of customer growth_ shown or, Exhibit A-2. Operating

margin or, tots _ t .......,_ opera ions for the test year is A C__-':

Accounting and pro forms adjustments were made to

normalize per book operations resulting in an operating

margin of (2.48%). The Company is proposing mates that

will produce total additional revenues of $487,724 (See

Report of Utilities Department, Exhibit B, for the
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A.

proposed revenues). After the proposed increases are

added to the adjusted amounts, operating margin increases

to 8.57% on total operations. Also shown on lines 47-57

of this Exhibit is the Company's original cost rate base.

WOULD YOU EXPLAIN THE ADJUSTMENTS IN EXHIBIT A-I THAT YOU

CARRY FORWARD TO COLUMNS 2 AND 4 OF EXHIBIT A?

Exhibit A-I includes adjustments Dro_,osed by both the

cu__,u,,__ing ann iftilities_, uepartmen__s. Th_s_ expl-_n=tinn_.= .....

of Exhibi _: A-I will add:'ess__ only those adjustments whimh

materially diffe_ from the addustments submitted hy +h_

Comaany and are sponsored by the Accounting Department.

All numbers shown in parer, theses are decreases while

numbers not in parentheses are increases. References '-_:,_

Item Numbers are shown it, the far left column of Exhibit

A-I.

Item No. 3, DHEC Recoupment Fees ($7,774) and Item No.

I0, DHEC pass-throuqh expenses ($7,091)

State law allows the utilities in South Carolina to pass

or, to the customers, as a separate billing item_

inso_u_-ons, paid +-_:_:_,the Deaartm_n_...... o_ H_alth and

Environmen+_ i Control (D.H P F: _ Sir, ca 9h_:e revenues

and expenses are r,o± under the jurisdiction of this

Commission, Staff prop-_sed that +hey be eliminated.

Item No. 7, Purchased Wa+er, (=o ooo,

In August of the test year, John's Island Water Company_
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_-he_ supplier _,f potable w.a_e_: to Kiawah, reas=.e=_sed_ the

utility for nrior administrative costs. A portion of the

retroac+ive_ costs covered_ +_:,_ree J,_)....months of i994 H_i=c,

during the test year_ the price of water mar thousand

gallons increased from $1.4240 to $1.4639. Using the

gallons purchased during the test year and aDolyir, g the

increased cost/thousand gallons resulted in a decrease in

the costs of notable water by _288.

Item No. 8, Salaries Increase, $47_736. Throughout the

Company's Application and Comoany resoonses to

interrogatories_ there are references to uograding the

employees' salaries by 13-14% during 1996. For the

two-week period endin_ October 16_ 1976, employees were

qranted DaY increases o 4 _,=P_,lnq Dercen_caQes _,.a,t

annualized the new ,wages for. in ir,cre.___, which includes

the employer's portion of Social Semuritv oosts_ of

$47, /3_ _nis procedum_ eChO I _.--- with previous Opcisio;:=

of the Commission.

Item No. 9_ Manaqement Fees_ ($64_000)=

In Kiawah's prior rate case. Docket Number 92-192-W/S_

Order Number 92-1030_ dated December 15_ 1992_ the

Company's proposed Management Fee was discussed. At page

26_ it states "This information was ..... not supported by

time sheets" It further stated "In the future_ if the

Company wishes to present similar information concerning
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the allocation of such costs to the utility company_ time

sheets and appropriate records should be maintained and

available for insoection" From the total verbiage of

the Order, Staff believes it is incumbent upon itself to

have the Company provide what information is available so

that Staff car, better determine the 'value of the parent's

service to its utility subsidiary. Should the

information provided to Staff be inadequate, then a

portion or ai± of :he fee is tn b_ ,_eni_d.

The FiomD ..... provided S-taff with time sheets nf the

employees of the parent company but did not include time

sheets for the partners or the Board nf Directors. Total

time accounted for was ..... hours= It is Staf÷'s ooinion

that the company has not proven the reasonableness of the

management fee of $100,000. In Hilton Head Plantation

Utilities_ Inc. vs. The Public Service Commission of

qouth Carolina_ 312 S C 448 441 S E 2d co _1994) the

court held that "the burden of proof of reasonableness of

expenses incurred ....... rests with the utility".

Further, the Court held that when oay,ments are made to an

affiliate, a mere showing of actual pavment does not

establish a mrima facie case of reasonableness. The

Court went on to say that aiiowa,,u__ of charges arising

out of intracompany relationships may be properly refuse_

when there is an absence of data and information which
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would allow the Co,remission to ascertain the reas,_-,nabie

cost of such service. Hilton Head Plantation Utilities.

Inc. v. PSC, summa.

The_ ut_li+v_.. further contends +hat__ the parent _s

responsible for nrovi'_ino._, services ÷or "Plant

Expansion/Capital additional analysis and review" (See

Item 5A of the Manaqement Service Amreemer, t dated January

1993). Staff does not object to the added responsibility

since the parent is responsible for the sale of land

throughout the island. However, the Chart of Accounts

for Water and Sewer Companies, adopted by this

Commission, at Accounting Instruction Number 20_ clearly

defines these expenses as a cost of Construction and not

as an expense item.

Staff is of the opinion that the monthly management fee

of $3.000 addresmed and approved by this Commission in

the last order is appropriate. The difference in Staff"s

annualized fee of $36,000 and the annual fee on the

Company's books of $i00_000 results in a decrease ,of

$64,000.

Item No. 12, Tank Paintino, ($28_676)

During the test year_ the Company paid for its share of

painting the water tank on John's Island in the amount of

$43;014. Considering the number of tanks necessary for

rendering service, including those within its own service

6
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area, Staff feels this cost should be amortized over a

three-year period. Staff, then_ removed two-thirds_ or

$28_&76, of the painting expenses.

Item No. 13_ Rate Case Expenses, $4,224

The Company proposed to increase rate case expenses based

on the same amount allowed in the last case of $10_826.

Staff is proposing the current amount through October 4.

1996. The Company will have the option at the hearing to

bring the expenses uo to date if sufficient evidence is

presented for aoprovai.

item No. i4_ Contributions Below-The-Line_ ($2_594)

Staff agrees with the contributions mroposed by the

Company. During Staffis samDle_ Staff found additional

_xDenses for flowers to emDloyees_ Christmas par _v

expenses and other items amounting to $719 that should

also be removed for ratemaking purposes.

Item No. 15, Consultinq and Leqal Fees, ($13_579)

Staff's sample of expenses revealed the oomoanv incurred

consulting fees of $6,502 and legal fees of $13_867 for

hearings before this Commission regarding telemetry of

irrigation customers and the Eugenia Avenue Sewer

Project. Staff is of the ominion that these items should

be Ororated over a three-year period similar to a rate

case expense. Two-thirds of the expense of $20_368 has

been deleted from operating expenses.
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Item No. 16_ Amortize Leqal Expenses and Related

Accounts ($4,365)

Dur,ing the test year`: the Utility incurred legal fees of

$6_547 related to the installation of devices in large

ir,r,igation custr, mer, -: systems in or`der, to cut +h_ w_ter,

off _÷ the nee d arose -- such as for" fire protection

Staff believes fhem_ i_gal fees should be amor,tized over.

a three year` per,led.

No. 17, EnqineePinq Expenses and related accounts.

($82 :335 )

In its adjustments, the Company proposed to include a

three-year average of $54:454 for consulting fees: or a

Peduction to per, book exoenses of $46,290. Duping the

test year, the utility hired two engineering firms to

orovide "Fire Protection" and "Water Model" engineering

services for the total system. Staff feels these

exoer, ses should be caoitalized r,ather, than expensed.

Item No. 18, income Taxes, ($12_000)

Our,ino the year`_ +he_ utility _aid_ _,_, ==-_'--_-_-'--_:,_,,,.=:_uFederal

income Tax of $i2_000. Since ta_-<able income after

adjustments on Exhibit A is negative_ Staff has

eliminated the tota __,income tax exoense. (No_-,_- hob'ever`_

that Income Taxes will be computed based on ±axabe income

ar,ising fr,om the 'Prooosed Increase' as shown in Item

Number 31. )
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Item No. !9_ Leqal fees for Law Suit (W76_6_)

During the test year the utility was sued for not

adequately providing fire protection after two houses

were burned. Staff feels it is incumbent upon the

utility to protect its assets to the advantage of the

Rateoayers as well as the Stockholders. However, Staff

is of the opinion that the legal expenses of $26:265

should be deferred until the law suit is settled.

Item No. 20_ Sludqe Removal_ $0.00

Beoinning in September 1996, the Company began removino

sludge from Holding Cell #2. Since the original contract

was _50,000, the company has proposed the funds be

included in it_ Nn_,"_.-ion and Maintenance expense for :-h_

test year.. The sludoe_ contain_u-_ wi.+hir_.......the cell is =_

accumulation over many years and would therefore be

j_unfair to the ratepayer.s Lo znclude the total amount in

one luE_o SUEt. o_-_TT COS tO ,q# ,..-,,._,, taro es __nv the adjustment bv

the company amounting to $50,000.

Item No. 21_ Lease Rentai_ ($33_000)

In July, 1995_ the Utility entered into art agreement to

lease approximately 2.3 acres of land from its parent.

KRA L.P. for $66_000 per annum. During the test period

the Utility paid the parent $33_000 for one-half year's

rental. Since this contract has not been approved by

this Commission, Staff proposes the expense be denied.
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Item No. 22, Annualized Depreciation. $29_733

Staff annualized depreciation on plant in service as of

the end of the test year December 31, 1995. Even though

the Company did not orooose this adjustment, Staff feels

that this is a standard adjustment that fully falls

within the realm of 'known and measurable' changes and

must be made.

item No= 23_ Piant Additions for 1995 and 1996=

$2,625_5!7, Deoreciatior, Exoense= $61_700 ar,d Related

Accounts

Staff has, on occasions, acce_.ted major additions beyond

the test year when such additions will have a severe

financial imoact uoon the financial integrity of the

utility. However, the additions must be completed and

'used and useful" in rendering service. (See, for

example, Piedmont Natural Gas Company.)

The comoany inadvertently omitted depreciation expense

from the adjustments but, however, added the amount to

the accumulated deoreciation. The Company also included

a oroject called the Eugenia Avenue Extension but

construction in the amount of $500,C_A0 will not begin

until February !997. Staff is of the opinion that this

project does not meet the standards for inclusion in

plant in service and the related accounts.

Item No. 25_ _Ocean Course Extension" ($323_642)
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